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Tue Bureau of Economic and Business Research of the 
Temple University School of Business and Public Admin- 
istration was organized to provide a vehicle for stimulat- 
ing and coordinating analytical studies. Its primary 
objectives include (1) service to the alumni as well as to 
the faculty and students of the University by bringing 
to their attention pertinent developments in the world of 
business, and (2) service to business and government by 
making contributions to the solution of specific problems. 
To this end, the Bureau both carries on specialized research 
and publishes quarterly the Economics and Business 
Bulletin, containing some of the significant results of its 
current studies. 


The reader’s appraisal of the Bulletin and comments 
upon it are solicited. The Bureau also will appreciate 
receiving suggestions and requests for particular studies. 


The opinions and views expressed in the articles con- 
tained in this Bulletin are those of the writers and cannot 
be construed as the official opinions or policies of the 
School of Business. 
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An Experimental Method for Measuring 
Effectiveness of Advertising 


by MYRON S. HEIDINGSFIELD* 


The findings of an experimental stud 
designed to establish a method 
measuring the effectiveness of adver- 
tising, reported in this article, seem to 
indicate the feasibility of using brand 
sensitivity as one measure of the impact 
of different media and promotional 
programs. The study suggests that the 
development of data for evaluating 
promotional media and programs is 
possible, but will require further detailed 
research. 


NowHERE in the literature of Market- 
ing Research or in its practice is there 
a yardstick for the measurement of the 
effectiveness of advertising. There is no 
formula nor method from which one can 
predict the actual sale of a commodity 
or service from an expenditure of a 
specific sum of money for advertising 
purposes. 

It has been said that if such a method 
could be evolved, its impact on busi- 
ness, with the resulting increase in the 
effectiveness of advertising, would bring 
a significant and fundamental change in 
advertising procedures and budget allo- 
cations. Currently there are several 
methods which measure impact of adver- 
tising, but none of these directly indicate 
the volume of sales to be obtained from 
an individual advertising campaign. 


With this as a background, the Market- 
ing Research Class! of 1953 attempted 


*Myron S. Heidingsfield is chairman of the 
Marketing Department of the School of 
Business and Public Administration. He is 
a practicing market research consultant and 
is the co-author of two texts, Market and 
Marketing Analysis, and Marketing: An 
Introduction, 

1Misses, G. Dichter; S. Feldman; M. Sav- 
age; G. Shenkman; S. Slosberg; Messers, I. 
Bagelman; B. Berkinsky; M. Bordetsky; G. 
Crowther; G. Drain; D. Friedman; L. Gaev; 
J. Gensib; B. Gould; D. Hager; R. Hozier; 
D. Klein; H. Loken; A. MacInnes; R. Mayro- 
vitz; H. Sharf; J. Teitel; R. Thomas; G. 
Weiss; B, Wolf. 


to work out an experimental method 
which might become the forerunner of a 
more progressive and fundamental re- 
search technique. It was their belief, 
along with the author’s, that one method 
for attacking the problem was to 
measure, if possible, the sensitivity to 
advertising of individually branded com- 
modities through measuring brand shift 
within a single commodity group. Obvi- 
ously it would be impossible to measure 
this shift for all branded commodities. 
Therefore, it was decided to restrict the 
study to such well-known and frequently 
used items as cigarettes, face soaps, 
regular and instant coffees, toothpastes, 
hair shampoos, headache remedies, laun- 
dry soaps and detergents, facial tissues 
and lipsticks. 


This study of the Philadelphia con- 
sumer market indicated that the greatest 
shift between brands was in instant 
coffees, hair shampoos, headache reme- 
dies, laundry soaps and detergents 
and lipsticks. The products showing 
relatively insignificant changes were 
cigarettes, toothpastes, regular coffees, 
face soaps and facial tissues. With the 
exception of three commodity groups, 
one of the most important reasons given 
for brand change was advertising. Tele- 
vision was reported as the most im- 
portant medium in bringing about this 
shift in brand loyalty. 


METHOD OF STUDY 


The method followed in this study met 
the criteria of what is considered good 
marketing research procedure. After the 
major problem was defined and the sub- 
problems worked out, a questionnaire 
was constructed through three intermedi- 
ary steps. First, the general topic was 
put in outline form and a “conversational 
interview” took place among a_ sub- 
sample of respondents. After the data 


4 AN EXPERIMENTAL METHOD FOR MEASURING EFFECTIVENESS OF ADVERTISING 


from the “conversational interview” 
were reviewed, a preliminary question- 
naire was formulated. 


With this raw questionnaire another 
sub-sample was interviewed. Not only 
were the data on the questionnaire 
analyzed, but each question was evalu- 
ated for ambiguity, proper placement, 
and the like. As a result of all this 
preliminary work, the final question- 
naire was constructed and used as the 
medium for collecting the data. 

In order to obtain a representative 
cross-section of the consuming public of 
Philadelphia, a probability sample was 
designed. A random sample of 102 
Philadelphia blocks were chosen from 
current block statistics reports and 
every ninth dwelling unit within the pre- 
selected block was chosen for interview- 
ing. This resulted in approximately 500 
interviews. The member of the house- 
hold who is usually responsible for 
purchasing the 10 selected products, was 
questioned. 

The Market Research Class was 
divided into ten two-men interviewing 
teams. All interviews were completed 
during May of 1953 and all answers 
tabulated refer to the twelve months im- 
mediately preceding the date of the 
survey. 

Regular contacts were made with all 
of the selected dwellings without previous 
contact. A minimum of three “call backs” 
were made at all dwelling units where 
no response was obtained after the first 
contact Refusals were followed up by 
telephone by the supervisor of inter- 
viewers for the purpose of making an 
appointment. Unfortunately those who 
refused to answer at subsequent contacts 
were not interested in being questioned 
by the supervisor. This, of course, would 
introduce an error into the sample be- 
yond the usual statistical sampling error 
which arises in any properly executed 
sample survey. 

The tabulation and basic computations 
were carried out by the class. Interpre- 
tation and presentation is the sole 
responsibility of the writer. 


TABLE 1 


Percentage of Respondents from _ the 
Sample of Philadelphia City Consumers 
Reporting Purchases of Each of the Ten 
Products Selected for Study of Brand 
Preference Purchases and Brand Prefer- 
ence Purchase Changes During 1952-1953 


Percent of 

Product Purchasers 
Laundry Soaps and 

Headache Remedies ......... 70.3 
FINDINGS 


Of the 500 respondents, 408 were in- 
terviewed and the remainder either 
refused to be interviewed or were not 
at home after three “call backs”. Of the 
408 respondents, 897 were purchasers of 
the 10 selected products and 11 were 
not. The number of families purchasing 
each of the products related to the total 
number of purchasers of any of the ten 
commodities is shown in Table 1. It is 


TABLE 2 


Percentage of the Sample of the Phila- 

delphia City Respondents Purchasing 

Cigarettes Reporting Brand Preference 

and Percentage Reporting a Change 
Into Each Brand, 1952-1953 


Percent Percent of Purchasers 
Brand of Changing into Brand 
Purchasers'. During 1952-1953 
Chesterfields .... 28.7% 2.1% 
Camels. 18.6 0. 
Phillip Morris .. 15.2 —_ 
Lucky Strike ... 148 0.8 
Herbert 
Tarreyton .... 65.1 0.4 
3.8 0.8 
Miscellaneous ... 8.9 3.0 


1Will not total 100 percent because of multi- 
ple purchases. 
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TABLE 3 


Percentage of the Sample of the Phila- 

delphia City Respondents Purchasing 

Face Soaps Reporting Brand Preference 

and Percentage Reporting a Change Into 
Each Brand, 1952-1953 


TABLE 5 


Percentage of the Sample of Philadelphia 

City Respondents Purchasing Instant 

Coffee Reporting Brand Preference and 

Percentage Reporting a Change Into 
Each Brand, 1952-1953 


Percent Percent of Purchasers Percent Percent of Purchasers 
Brand of Changing into Brand —- Brand of into 
Purchaserst During 1952-1953 Purchaserst During 1952-1953 
Ivory 33.7% 0.5% 26.8% 6.9% 
23.8 0.3 Maxwell House . 24.2 10.5 
Palmolive ...... 15.9 0.8 15.8 1.4 
8.9 1.0 13.2 8.4 
Lifebuoy ....... 7.1 0.3 Chase and 
Woodbury ...... 5.5 0.5 Sanborne ..... 8.4 2.9 
Sweetheart ..... 5.0 0.3 George Wash- 
Cashmere Bouquet 4.4 0.8 Sanka .......... 4.7 —_ 
Miscellaneous ... 9.9 0.8 Miscellaneous ... 5.3 3.7 
No brand Don’t know ..... 2.6 — 
preference .... 1.6 —_ 
Don’t know ..... 8 — 1Will not total 100% because of multiple 


1Will not total 100% because of multiple 
purchases. 


interesting to note that three items, face 
soaps, laundry soaps and detergents 
and dentifrices, are used by approxi- 
mately 9 out of 10 families. 

A summary of cigarette purchasing 
habits is found in Table 2. Of the 237 
respondents who purchased cigarettes, 


TABLE 4 


Percentage of the Sample of Philadel- 
phia City Respondents Purchasing Regu- 
lar Coffee Reporting Brand Preference 
Purchases and Percentage Reporting a 
Change Into Each Brand, 1952-1953 


Percent Percent of Purchasers 
Brand of Changing into Brand 
Purchaserst During 1952-1953 
Maxwell House .. 36.6% 24% 
Chase and 
Sanborne ..... 6.3 1.0 
5.6 
Eight o’Clock ... 3.5 _— 
Miscellaneous ... 24.4 5.2 
Don’t know ..... 11.5 


1Will not total 100% because of multiple 
purchases, 


purchases. 


11.3 percent admitted to changing 
brands during the past year. Advertising 
was given as the reason for this brand 
shift by more than one-third of that 
group of respondents, and the medium 
most frequently cited was television, 
with newspapers and radio following in 
that sequence. (See Table 2). It can 


‘be seen that Pall Mall recorded the 


greatest change, followed by Chester- 
fields. 

Of the 383 respondents who purchased 
face soap, 6.8% changed brands. Ap- 
proximately, 30% of those changing 
brands indicated that advertising was 
the reason, with television reported as 
the medium leading the field. No impor- 
tant change in soap brand purchasing 
habits was evident from these data. 
(See Table 3). 


In the regular coffee group (Table 4) 
there were indications of multiple brand 
purchases. However, of the 287 respond- 
ents who purchased coffee, there were 
some 10.8% who admitted to changing 
brands during 1952-1953. Of that group 
some 10% indicated advertising as the 
important factor, with television being 
the only medium reported. 


Some 190 respondents in the sample 
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TABLE 6 


Percentage of the Sample of Philadelphia 

City Respondents Purchasing Dentifrices 

Reporting Brand Preference Purchases 

and Percentage Reporting a Change 
Into Each Brand, 1952-1953 


TABLE 7 


Percentage of the Sample of Philadelphia 
City Respondents Purchasing Hair Sham- 
poos Reporting Brand Preference Pur- 
chases and Percentage Reporting a 
Change Into Each Brand, 1952-1953 


Percent Percent of Purchasers 
into Brand 


Percent Percent of Purchasers 


Purchasers! During 1952-1953 
ee 49.4% 2.2% 
Pepsodent ...... 13.4 1.6 
10.1 0.8 
Ammident ...... 7.4 19 
De. igohs ...... 5.2 0.3 
Chlorodent ..... 4.4 3.0 
Miscellaneous 14.5 13 
Don’t know ..... 11 — 
No brand 

preference .... 1.6 _ 


1Will not total 100% because of multiple 
purchases. 


purchased instant coffee. Of this group 
42% changed brands during the year. 
(See Table 5). This was in the highest 
percentage of change shown in any of 
the commodity groups. Almost half of 
the reasons given for such an extra- 
ordinary change was advertising, with 
television seemingly the most important 
medium. The detailed changes in brand 
purchasing as well as current brand 
preferences are shown in Table 5. 


An examination of brand purchase 
changes in dentifrices shown in Table 6 
seems to be fairly significant. Of the 
866 respondents who purchased denti- 
frices, 11.2% changed their brand dur- 
ing the year. In this case television and 
radio were the most important media 
reported in bringing about this change. 
From the data shown in Table 6 it may 
be seen that the brand into which the 
largest number of consumers reported a 
change was Chlorodent Toothpaste. 


Some 276 respondents in the sample 
purchased hair shampoos. Of this 


group some 26.7% changed their brand 
during the past year. (See Table 7). 
An analysis of the data seem to indicate 
that the greatest amount of brand 
change has taken place in White Rain 
and Charles Antell. Although television 


Brand of Changing into 
Purchaserst During 1952-1953 
14% 
White Rain ..... 10.5 3 
9.8 2.5 
Lustre-Creme 9.4 1.1 
Charles Antell 8.3 47 
4.7 
Conte Castille .. 3.6 — 
Miscellaneous ... 27.5 6.9 
Don’t know ..... 2.9 
No brand 
preference ... 2.2 


1Will not total 100% because of multiple 
purchases. 


and radio seem to be the most signifi- 
cant media, approximately one-quarter 
of the group reported other forms of 
advertising as the basis of the change. 


Of the entire sample studied, 279 
respondents purchased headache reme- 
dies. Because only a very small per- 
centage (3.2%) indicated any brand 
change during the past year, these have 
not been enumerated. However, in Table 


TABLE 8 


Percentage of the Sample of Philadelphia 

City Respondents Purchasing Headache 

Remedies Reporting Brand Preference 
Purchases, 1952-1953 


Percent of 

Brand Brand Purchasersl 
Beyer .. 53.7% 

Alka 43 
2.9 
Miscellaneous ............. 8.2 
No brand preference ...... 0.4 


1Will not total 100% because of multiple 
purchases. 
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TABLE 9 


Percentage of the Sample of Philadelphia 
City Respondents Purchasing Laundry 
Soap or Detergents Reporting Brand 
Preference Purchases and Percentage 
Reporting a Change Into Each Brand, 


1952-1953 
Percent Percent of Purchasers 
Brand of Changing into 
Purchasers' During 1952-1953 
15.5 13 
10.8 43 
Ivory and 
Ivory Snow ... 10.8 0.6 
Fels Naptha .... 7.1 0.6 
4.7 _ 
Miscellaneous ... 21.0 42 
Don’t know ..... 8 _— 


1Will not total 100% because of multiple 
purchases. 


8 one can find the detail with regard to 
brand purchases. 


Almost 400 respondents purchased 
some brand of laundry soap or deterg- 
ent. Approximately 28% of this group re- 
ported switching their brands in the past 
year, with two-thirds indicating that 
advertising was the major reason. Tele- 
vision advertising was the most fre- 


TABLE 10 


Percentage of the Sample of Philadelphia 
City Respondents Purchasing Facial 
Tissues Reporting Broad Preference Pur- 
chases and Percentage Reporting a 
Change Into Each Brand, 1952-1953 


Percent Percent of Purchasers 


Brand of Changing into Brand 
Purehaserst During 1952-1953 
Kleenex ........ 49.6% 0.9% 
17.0 8 
Scotties ........ 12.4 £2 
Lydia Gray ..... 2.5 0.3 
Miscellaneous ... 7.7 0.9 
Don’t know ..... 6.5 — 
No brand 
preference .... 3.4 — 


1Will not total 100% because of multiple 
purchases, 


TABLE 11 


Percentage of the Sample of Philadelphia 

City Respondents Purchasing Lipstick 

Reporting Brand Preference Purchases 

and Percentage Reporting a Change 
Into Each Brand, 1952-1953 


Percent Percent of Purchasers 


Brand of Changing into Brand 
Purchasers' During 1952-1953 

22.1% 2.3% 
Hazel Bishop ... 21.8 12.4 
Helena Rubenstein 6.8 0.8 
Max Factor .... 5.38 — 
4.9 0.8 
3.8 
Miscellaneous ... 16.7 2.5 
No brand 

preference .... 5.3 — 
Don’t know ..... 49 — 


1Will not total 100% because of multiple 
purchases. 


quently cited medium with newspapers 
and radio following on an almost equal 
level. In addition, a rather good-sized 
percentage could not identify the medium 
but indicated that their change was a 
result of seeing or hearing advertising 
copy. (See Table 9). 

Although 3823 respondents reported 
purchasing disposable facial tissues, 
only 7.7% admitted to changing their 
brand during the past year. Of that 
7.7%, more than half indicated television 
as the medium through which the change 
was suggested. Newspapers ranked 
second with radio following. (See Table 
10). There is no doubt that this is 
one of the commodity groups which 
seems to be relatively insensitive to 
brand advertising—once a brand has 
been purchased and accepted by the 
family group. 

Among the 268 respondents who re- 
ported buying: lipstick, some 20% indi- 
cated that they had changed their brand 
during the past year. In this case, ad- 
vertising was given as the reason. 
Television lead all other media by ap- 
proximately 8 out of 10 cases. Table 
11 shows the brand distribution of lip- 
stick and brand purchase changes within 
the year. 
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TABLE 12 


Average Number of Brands Purchased 
Within a Single Commodity Class by a 
Sample of Consumers in the Phila- 


TABLE 13 


Advertising Media Characteristics for 
Purchasers of Selected Products from the 
Sample of Philadelphia City Consumers, 


delphia City Area 1952-1953 
Average Number Number of Percent of 
Commodity Class of Brands Purchasers Purchasers 
Per Consumer 

: Radio Listeners .... 381 96.0 
Television Viewers... 367 92.4 
Regular Newspaper Readers. 357 89.9 
Instant Coffees .............- 11 Magazine Readers .. 216 54.4 

RIT ne ail Advertising . 31 i 
Laundry Soaps and Detergents 1.4 
1.4 
1.0 1. Along with advertising, quality 


From this study another rather in- 
teresting fact may be gleaned. In many 
of the separate brand reports on pur- 
chasing, it was found that most of the 
families had more than one brand of a 
commodity in their homes. It occurred 
to the writer that these multiple brand 
purchases might in themselves be indi- 
cative of brand sensitivity to advertis- 
ing. Therefore, it was decided to divide 
the total number of respondents into the 
total number of brands purchased within 
a single commodity class in order to ob- 
tain what might be considered “an aver- 
age brand sensitivity barometer.” The 
averages themselves are not important 
but they might be indicative. 


A study of the table of multiple 
brands within a sample household does 
not seem to be correlated with those 
commodities which showed the highest 
shift in brand loyalty during the past 
year. The two items in Table 12 which 
were found to have the greatest brand 
change are face soaps and laundry 
soaps and detergents. The other multi- 
ple brands have shown relatively insig- 
nificant shifts during the past year. The 
details of these findings are shown in 
Table 12. 


In addition to advertising, which was 
one of the major reasons for changing 
a brand, it is interesting to evaluate the 
other reasons for making such a change. 


factors? and impulse buying? seem 
to be reasons for purchasing a 
specific brand of cigarette. 


2. For face soaps, in addition to ad- 
vertising, quality factors were also 
reported. 

8. Among regular and instant cof- 
fees, ae factors and impulse 
buying were given as reasons for 
buying a particular brand. 

4. For dentifrices, quality factors 
seem to be next in importance to 
advertising. 

5. For hair shampoos, quality factors 
and impulse buying were the re- 
 acsbey reasons for using a specific 

rand 


6. For laundry soaps and detergents, 
many reasons for changing brands 
were given by the respondents. 
Supplementing straight advertising 
were quality factors, special pro- 
motions‘ such as free samples and 
coupons, impulse buying and recom- 
mendations made by others. 


7. For facial tissues and ‘lipstick, 
quality factors were the only re- 
ported reasons for changing. 


The results of the study of the adver- 
tising media reaching the purchasers of 
one or more branded commodities are 
shown in Table 13. 


2Quality factors—This term includes such 
answers as “better taste,” “liked better,” 
“special ingredients.” 

seeeeme buying—This term is used to 
describe such terms as “just tried it”, 
“wanted something different,” “dissatisfied 
with previous brand.” 


4Special promotions—This term inchates 


premiums resulting from coupons and free 
samples. 
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CONCLUSIONS: 


There is no doubt in the mind of the 
writer that this exploratory study on 
brand shifts within commodity classes is 
indicative of the sensitivity of a product 
to advertising and promotion. No doubt 
much of this sensitivity is due to the 
newness of the product. 


Inasmuch as this study is indicative, 
it would appear that a large scale re- 
search project by commodity class on a 
national basis might well provide ade- 
quate data from which certain funda- 
mental principles could be evolved. If 
this were so, there is no doubt that the 
efficacy of advertising could be increased 
and much of the money expended waste- 
fully could be rechanneled into more 
efficient methods of promotion. 


As a case in point, a review of the 
data shown in Table 13 indicates that 
“Magazine readers accounted for about 
half of the people who purchased the 
branded commodities detailed above.” It 
would be perfectly possible to conclude 
on the basis of a larger study, if this 
were borne out, that certain products 
are not susceptible to magazine adver- 
tising but might very well be sold 
through other methods. 


Thus, this pilot study seems to indi- 
cate that a major study might not only 
indicate brand sensitivity to advertising, 
per se, but might suggest which medium 
or combination of media would be more 
successful in getting the brand message 
across to the consuming public. 
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The Role of Government in the Changing Economy: 
Some Delusions and Dangers 
by GEORGE A. STEINER* 


Ed. Note: The following paper is the 
keynote address from the Second Annual 
School of Business and Public Adminis- 
tration Alumni Conference, presented 
November 20, 1953. The theme of the 
conference this year was The Govern- 
ment’s Role in the Changing Economy. 


Wen last in Washington I noticed 
on the desk of a friend this observation: 
“If you can keep your head while others 
around you are losing theirs—you just 
don’t understand the situation.” 


Currently, the immediate forces work- 
ing in the area of government’s role in 
economic life are extremely complex. 
The surface pressures are infinitely in- 
tricate in specific issues. They always 
are. But the underlying pressures, too, 
have ramifications which are hard to 
evaluate. In the end, these underlying 
currents are more likely to bring about 
impertant changes in the role of govern- 
ment in economic life than the surface 
eddies which more readily appear in to- 
day’s debate. 


I should like, with you, to get away 
a little from immediate specific issues 
and talk about some of the underlying 
problems. In this way, we may stand 
some distance from the battlefield of de- 
bate and assume the vantage point of 
observers rather than advocates. We 
then may alter the observation of my 
friend to read: “If you can keep your 
head while others around you are losing 
theirs—you may better understand the 
situation.” 


*George A. Steiner is a Professor of Econ- 
omics at the University of Illinois. Author 
of The Government’s Role in Economic 
— recently published, Dr. Steiner has long 
been a federal consultant on the subject. He 
duated from the Temple University 
hool of Business and Public Administra- 
tion in 1933. 


COMMON MISUNDERSTANDINGS 
OF GOVERNMENT’S ROLE 


Now I do not presume to set forth 
any magic bench-marks, within the time 
assigned to me, by which anyone can cut 
through the jungle of forces centering 
in government to see clearly the picture 
which lies ahead in the relationship of 
government to economic life. My efforts 
are more modest. 


I should like to identify four impor- 
tant delusions which if clarified may help 
to avoid misunderstandings about the 
role of government in economic life. 
Then I shall present what in my view 
are three major dangers which lie ahead 
in maintaining an appropriate relation- 
= between government and economic 

e. 


Discussions of the role of government 
in economic life are filled with miscon- 
ceptions and delusions. There are many 
shorthand slogans, attitudes, beliefs, and 
expressions which are often used in 
treating current public economic issues. 
They often becloud rather than clarify. 
Four important ones, among the many, 
that it seems necessary to watch con- 
tinuously follow. 


Unilateral Central 
Decision-Making 


The first, which the most cursory ex- 
amination quickly dispels, but which 
seems to be consistently pervasive, is 
that of unilateral central decision-mak- 
ing. This is found in attitudes that ex- 
press or infer the idea that government 
controls in economic life have somehow 
been foisted on an unsuspecting public 
by some entity sitting in the seat of 
government. This entity may be a 
politician, bureaucrat, some misguided 
reformer, an academician, or that vague 
and amorphous body called “they”. 


It is quite true that many regulations 
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of government having real importance to 
an individual are made at rather low 
and undetectable (for the average per- 
son) levels in the administrative heir- 
archy. But with few exceptions these 
policies or administrative decisions are 
made within a policy framework estab- 
lished by legislative enactment. I do 
not mean to gloss over the importance 
of such decisions for particular individ- 
uals or groups. Nor is there any infer- 
ence that they are always “right” 
decisions. But over-emphasis of them 
veils the much larger and more important 
fact that the crucible of decision-making 
is political. 


In this light, all the processes of legis- 
lative enactment encompass all the 
pressures which the electorate of a 
political democracy freely can focus on 
government. From the very inception of 
our nation this process has brought 
forth the basic decisions about govern- 
ment’s role in economic life. 


Government is fundamentally an in- 
stitution through which social interests 
and goals are expressed. Since many 
important social interests are economic, 
government stands as an instrument 
for achieving economic as well as 
political ends. In a political democracy 
where the people find government res- 
ponsive to their collective interests, the 
geometry of politics produces the 
decision. The most crucial decisions 
are not unilaterally made. 


The history of the past is replete with 
instances where government has taken 
action in the economic realm because of 
pressures of individuals and groups in 
the community. There is nothing new 
in this. But it is easy to forget the way 
in which government is moved to action. 


In the evolving expansion of govern- 
ment in the more recent past, our nation 
has been faced with a continuing series 
of unprecedented threats to national 
well-being and security. The devastation 
which the depression of the 1930’s 
wrought in the economic fabric led 
directly to a new role for government in 


economic life. It cannot be said that 
this role originated in the election of 
1932. The previous administration was 
bearing a course which represented a 
distinct break from past concepts of 
governmental economic responsibilities. 
The decade of the 1940’s registered new 
extraordinary problems which hammered 
the structure of government’s economic 
role into a new shape. The decade be- 
gan with a major national-security 
threat and ended with another one. The 
decade of the 1950’s began with, and 
continues to record, the most serious 
threats to national security ever before 
faced by this nation. 


These are the basic forces which have 
driven government to act in the past. 
They are predominantly economic, mili- 
tary, social, and political forces. 


I am sure there are none here who 
view the really significant economic 
actions of government in light of these 
events as having been made on a uni- 
lateral basis, in the sense of arbitrary 
action by political leaders without refer- 
ence either to the people or the events 
facing them. But in popular discussion 
of government regulations in economic 
affairs, the nature of our decision- 
making processes is sometimes mis- 
construed. 


Government Controls 
Assumed to be Negative 


A second delusion, and one closely 
associated with the first, is that govern- 
ment controls in economic affairs are, 
ipso facto, bad. The word control carries 
a negative meaning in most popular dis- 
cussions. Control is considered bad, 
restraining, compelling. A little reflec- 
tion will show that no control is wholly 
negative. All controls have some posi- 
tive characteristics in the sense that they 
help someone or some group. 

At bottom, I suppose, the problem of 
government economic regulation centers 
on the extent to which one individual or 
group is restrained to permit the govern- 
ment to help another. Freedom and 
liberty for one group may mean restric- 
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tions for another. One major function 
of government in this conflict is to im- 
plement decisions of the people about 
the kind of freedom which shall be 
restrained in order to advance that of 
another. Government, too, is the focal 
point for decision on the combinations of 
aids to one group versus the restric- 
tions on another. The swing of govern- 
ment aid to labor as compared with 
management, and then rectification of 
the balance, is classically illustrated by 
the Wagner National Labor Relations 
Act of 1935 and the Taft-Hartley Labor 
Management Relations Act of 1947. In 
viewing any particular combination of 
helps versus restraints, however, it may 
be observed that very often—by the pro- 
cess of restricting someone’s freedom to 
advance that of another—the totality of 
all freedoms of the nation may be 
increased. 


In the long history of our govern- 
ment’s interferences in economic life, the 
number and importance of controls which 
have promoted economic activity cannot 
be said to be of lesser importance than 
those which have been restrictive. This 
generalization is as applicable today as 
when the public debt was first refunded 
at par or when the first protective 
tariffs were introduced. 


Somehow a presumption has gained 
currency that if government would keep 
its hands off economic activity every- 
thing would be just fine and dandy. I 
do not wish now to argue the merits or 
demerits of a particular issue, past, 
present, or future. I am obliged to point 
out, however, that in the sweep of our 
history there is plenty of substance to 
support the observation that government 
economic action has probably strength- 
ened rather than weakened the basic 
institutions of our individual enterprise 
system. Its promotionalism has unques- 
tionably been a partial cause of the 
spectacularly brilliant economic develop- 
ment of the nation. 


Government actions are of many types 
in the economic area. They are assistive 
and promotional, as for example, regula- 


tions which advance trade, stimulate 
capital expansion, or underwrite various 
economic risks of both individuals and 
entrepreneurs. There are regulations 
which manage some enterprises, as for 
example those of various independent 
regulatory commissions. Government in 
more recent years has undertaken econ- 
omic actions which seek to achieve and 
stabilize general economic activity at 
high levels when adverse forces push 
in the other direction. 


The specific actions of government in 
such categories covers a wide range. The 
“rightness” or “wrongness” of these 
particular regulations is not an issue 
here. Rather, the point is that govern- 
ment economic controls cannot be viewed 
solely in terms of their restraints. No 
control is completely negative. All have 
some positive and promotional influences. 
It is a major delusion to be led into 
viewing them otherwise. 


Reversal of Trend 
Toward Centralization 


A third delusion concerns the ease of 
reversing centralization. Throughout our 
history the popular panacea to avoid 
centralization of economic power in gov- 
ernment has been to press for state 
assumption of problems. No less a 
states-rights champion than Thomas 
Jefferson wrote the basic rule for 
thwarting the drift to centralization. 
“Strengthen state government,” he 
wrote, “for only a wise state government 
can fight federal encroachment. A weak 
oue will lose ground in every contest.” 


Inability of state governments to 
handle various economic problems on 
numerous and important occasions in the 
past, however, has led to central assump- 
tion of authority. This has been a pat- 
tern quite comparable to state assertion 
of authority when local governments 
found themselves helpless to resolve cer- 
tain types of economic problems. 


There are undoubtedly many specific 
activities of the present-day central gov- 
ernment which probably should and will 
be returned to the states for action. This 
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drift is all to the good, where the trans- 
fer is logical. But the point should not 
be overlooked that the greatest problems 
which beset us today, and those which 
undoubtedly will arise tomorrow, are 
national in their scope. Legally, admin- 
istratively, politically and economically, 
only the central government is in a 
position to combat them. Problems of 
national security, foreign trade, mone- 
tary policy, the bulk of the farm prob- 
lem, and many problems labor- 
management relations are easily recog- 
nized as falling into this category. 
Those who look for a strong reversal of 
centralization by a return of powers to 
states misunderstand the major types of 
economic problems which the nation 
faces. 


In addition, shifting functions to 
states without transferring funds or 
revenue sources may prove to be unpopu- 
lar with states. Reallocating funds or 
tax sources may not be easy with an- 
ticipated continuing pressures for fed- 
eral revenue. In a recent speech on this 
subject Sherman Adams is reported to 
have said: “...I am weary sometimes 
of the static States-righters—who want 
all this usurped power returned and yet 
are the first to complain when a federal 
subsidy is reduced or a pet project is 
discontinued.” 


Critical Nature 
of Decisions 


A fourth delusion concerns criticality 
of decision. This takes the form of as- 
suming that the current battles over 
this or that piece of domestic legislation 
or issue are the most important ever 
faced by the nation; that intensity of 
feeling of phalanxes of opposing com- 
batants measures the importance of the 
decision to be made; or that the close- 
ness of the decision made is a good test 
of the criticality of the problem faced. 


To begin with, the most fateful decis- 
ions in the economic area which the gov- 
ernment has made in the past have not 
been particularly close ones. There have 


been important decisions that have been 
close. The observable tendency, how- 
ever, has been in the other direction. 


It is pertinent to observe, too, that the 
consequences of many important decis- 
icons, wise and unwise, close and uncon- 
tested, have been dissolved in the 
extraordinary economic advancement of 
the nation. Only on rare occasion has 
government action, to my knowledge, 
produced an identifiable reduction in in- 
come of one group for the benefit of 
another. Costs of modern legislation 
concerning such matters as_ social 
security, farm benefits, and business sub- 
sidies have been submerged in the rapid 
advance of total national income. As 
Kenneth Galbraith observed in his re- 
cent book on American Capitalism, 


“Had the assessment of these costs 
been directly against the static in- 
comes of those who paid but did not 
benefit, the debate concerning them 
would have been a good deal more 
bitter than it was. Wealth, and es- 
pecially growing wealth, has not only 
been a solvent for mistakes. It has 
also been a solvent for what, in its 
absence, might have been grave social 
strains.” 


One final point on this matter con- 
cerns the reaction of combatants once 
decisions have been made. One of the 
interesting phenomena in public econ- 
omic policy issues is the rapidity with 
which high temperatures are cooled once 
action is taken. This is not entirely a 
matter of a venerable and admirable tra- 
dition of compromising. It is partly 
that. It seems to me also to be partly 
a result of the implicit recognition that 
the issue was not nearly so critical as 
advertised nor the results so devastating 
to either the groups concerned or the 
nation as a whole. 


Heat generated in debating many 
economic issues often poorly registers 
the importance of the matter. Nor is 
it a good measure of the “rightness” or 
“wrongness” of the action eventually 
taken. 


It certainly should not be inferred that 
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all this leads to a passive acceptance of 
accumulating government power. Far 
from it. Rather, recognition of the 
many myths and the delusions about 
government’s role in a changing economic 
world is a far better starting point to 
combat unnecessary and unjustifiable 
trends. Emotion is a notoriously poor 
substitute for logic. The less emotion 
centered on government, the more appro- 
priate are its decisions likely to be. 


DANGERS IN GOVERNMENT 
RELATIONSHIPS TO 
ECONOMIC LIFE 


Turn now to three outstanding dangers 
which lie ahead in the relationships be- 
tween government and economic life. 
The dangers in mind are those which, if 
not avoided, will have the profoundest 
adverse impact on our economic, politi- 
cal, and social lives. 


Global War 


The first and probably outstanding 
danger is that of another global war. 
It may well be as Sir Winston Churchill 
has recently observed that the dangers 
of another world conflict are diminish- 
ing. But until it is apparent that the 
Communistic nations of the world have 
abandoned their objectives of world 
domination and have unequivocably made 
it clear that their interests lie in peace- 
ful relations with other nations of the 
world, there can be no certainty of uni- 
versal and long-lived peace. Until that 
time is reached the greatest threat to 
our national security, our well-being, 
and our basic institutions, is that of 
world-wide war. 


It is not necessary here to elaborate 
the potential impact of another world 
conflagration. There is no question 
about the degree of economic control 
which another world war would generate. 
And, even as a victorious nation, the 
probability of emerging from the con- 
flict with the type of economic, social, 
and political life which we now enjoy 
seems remote. 


High Level 
Defense Expenditures 


Second, there are a series of dangers 
associated with a continuing high level 
of defense expenditure. As of today a 
major war threat has been diagnosed as 
more chronic than acute. As such the 
nation apparently is faced with the 
necessity for continuing high levels of 
defense expenditures for many years in 
the future. If the level established is, 
say, between ten and twenty percent of 
national income—and that assumption 
now seems realistic—there are some im- 
portant problems which must be faced. 


My friend, the late Professor Wallace, 
in an excellent little book on Economic 
Controls and Defense, laid down several 
dangers of a long high-level defense 
program which seem very real. 


We may not, he observed, devote that 
proportion of our resources to national 
defense which world conditions demand. 
This can occur if we concentrate too 
much upon cutting dollar costs without 
reference to the security risks involved. 
Certainly, defense expenditures should be 
reduced if at all possible and practi- 
cable. But there is a balance between 
economy and protection, as the President 
has pointed out, that must be determined. 
Only he and his advisers are in the best 
position to judge that balance point. For 
the rest of us Adam Smith’s often- 
quoted phrase that “defense is of much 
more importance than opulence”, is rele- 
vent. To be unprepared in the sort of 
world we now live in would be suicide. 


If defense expenditures are relatively 
high for an exterided period of time, 
there is danger that we may accept 
chronic inflation. Inflationary pressures 
are likely to exist. We may not, in the 
face of them, institute appropriate direct 
or indirect controls to resolve them as the 
occasion warrants. A chronic inflation 
can have the most serious impact on our 
economic as well as our political life. 

If we use direct or indirect controls 
to resolve inflationary pressures we may 
use them too often, or for too long a 
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period of time. In this eventuality, they 
may harden into our structure of regu- 
lations with implications that are now 
difficult to envision but are most likely 
to be of critical importance. 


Here is a real dilemma. If we are 
unwilling or unable to finance high-level 
expenditures on something approaching 
a@ pay-as-you-go basis, the result may 
well be a guaranteed inflationary price 
movement. Pressures such as this can 
be checked by both direct and indirect 
controls. The question arises, therefore: 
At what point is a little more inflation 
less harmful than direct or indirect 
controls ? 


This sort of problem may seem remote 
in light of current fears of a business 
recession in the near future. This short- 
run possibility would not, however, make 
the longer-run pressures on prices any 
the less weak if continuing budgets were 
unbalanced to finance large parts of high 
defense expenditures. On the contrary, 
the longer-run pressures would be in- 
creased if anti-recession measures, 
promised by the Administration if econ- 
omic activity falls, include deficit financ- 
ing as an important tool. 


If direct controls are periodically used 
to any large degree to combat strong 
continuing inflationary pressures, popu- 
lar reaction to them may dull their edge 
when they are most needed. Direct con- 
trols on prices, wages, scarce materials, 
production, and other economic factors 
and processes are not popular. Like 
some types of drugs they may not be 
of maximum effect in a dangerous 
emergency if they are used too fre- 
quently for minor ailments. 


Balance Between Public 
and Private Economic 
Decision Making 


A third major danger is that if we 
are not watchful the balance which now 
exists between public and private econ- 
omic decision-making may be upset. Both 
government and individuals in economic 
pursuits act in the achievement of cer- 


tain broad goals which society sets for 
its social] and economic system. 


These goals are expressed differently 
by different people. But there is 
probably general agreement that the 
basic objectives which society collectively 
sets for its economic and political sys- 
tem would include: achieving and main- 
taining high levels of economic activity; 
economic progress; more security against 
economic risks for both individuals and 
entrepreneurs; preservation of basic in- 
stitutions and character of the individual 
enterprise system; preservation of per- 
sonal political and economic freedom; 
political stability in» ensuring orderly 
rather than revolutionary change; effic- 
iency in government; a policy which will 
ensure world peace but, failing that, an 
appropriate national defense establish- 
ment. 


By the way in which the political and 
economic systems operate both govern- 
ment and individuals share in the 
achievement of these basic objectives. 
The degrees of participation of each in 
relation to each objective varies consider- 
ably, of course. 


Throughout the history of the United 
States the age-old problem of the proper 
role of government for the particular day 
and age has continuously arisen. That 
problem certainly exists today. And 
there seems little doubt that the prob- 
lem today is delicate, the balance is sen- 
sitive, and pressures moving toward 
unbalance are strong and persistent. 


The trouble is that unbalance from 
whatever source is likely to create more 
rather than less government economic 
action. The relationship between govern- 
ment and private economic decision- 
making seems such today that a serious 
unbalance could accelerate a rapid rise 
of government action. 


Too strong pressure on government 
to act in economic life can weaken the 
ability of the private sector of the econ- 
omy to operate effectively in achieving 
some objectives set for it. Too rapid 
expansion of government regulations in 


16 THE ROLE OF GOVERNMENT IN THE CHANGING ECONOMY: 


economic pressures, for example, can 
impair the ability of private decision- 
making to achieve and maintain high 
levels of economic activity. Pressures 
then will be generated for additional 
government action. 


Unchecked disposition to use the power 
of government freely, and carelessness 
in developing policies and programs 
which conflict among themselves and with 
the private sector, can easily upset the 
balance now existing between public and 
private economic action. 


Urgent pressures on government to act 
can be internal and external. They can 
arise from group demands to meet group 
interests. They can arise with a drop- 
off in economic activity, or a chronic 
inflation. They may arise from outside 
forces which threaten economic activity 
or national security. Most of these 
forces not associated with national 
security we as individuals and groups 
can do something about. If the dangers 
which lie in our path from a serious 
disruption of the balance which we now 
enjoy between public and private de- 
cision-making are fully realized, group 
pressures on government to act in econ- 
omic affairs may be lessened. To that 
extent the danger of upsetting the bal- 
ance will, of course, be reduced. 


CONCLUSION 


Altogether, the delusions about the 
role of government in economic life, if 
too widespread, can accentuate the 
dangers which lie ahead. This nation 
has weathered problems in the realm of 
government’s relationship to economic 


life as seemingly insoluble and critical 
as those which we now face. On the 
whole, a careful review of the history of 
the relationship between government and 
economic activity in the United States, 
particularly when compared with the 
history of other nations and other 
periods of time, leads me to the con- 
clusion that the problem of setting the 
proper mixture at each critical juncture 
has been remarkably well solved. Short 
of being forced into another world-wide 
war I see no reason why the problem of 
finding a suitable relationship between 
government and economic life in the 
future will not be reasonably well 
resolved. 


Such a_ resolution of the problem 
should permit and foster the extension 
of the extraordinary economic gains of 
the past, rising levels of well-being for 
the community, the resolution of basic 
economic problems through a rational 
mixture of public and private decisions, 
and the maintenance of our basic politi- 
cal and economic freedoms. 


These, particularly the latter, are the 
priceless proceeds of a well-balanced role 
for government as economic life changes. — 
“The Precious Stone,” written by 
Dorothy Hughes in The Green Living, 
catches some of the difficulties in achiev- 
ing this balance and its inestimable 
value when found. 


Here are the adamantine years; the facts; 
The mass of evidence, the mark of strife 
The grit of weariness, the stubborn acts. 
Lift the hammer, split this life. 

But oh, be watchful where the pieces fall. 
The rock is monstrous and the jewel small. 
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The September 1950 issue of the Bul- 
letin presented a new index of general 
business conditions in the City of Phila- 
delphia. This series, prepared and since 
maintained by Robert T. Kline, was de- 
signed to reflect economic activity 
exclusively within the boundary of the 
city of Philadelphia. It was originally 
based upon a combination of statistical 
data representing (1) industrial electric 
power sales; (2) indexes of employment 
and employee-hours; (3) department 
store sales!; (4) bank debits?; and (5) 
total construction. Because the method 
of reporting certain data is under re- 
vision by the originating agencies, the 
change in average weekly hours worked 
and the monthly change in total employ- 
ment in the Philadelphia metropolitan 
area, both prepared by the Pennsylvania 
Bureau of Employment Security, have 
been substituted for (2) above. This is 
a temporary expedient to maintain con- 


ublished by the Federal Reserve 
Philadelphia, has been used in the 
composite index since October, 1951. 

2The revised Wholesale Price Index, all 
commodities, published by the BLS, is u 
beginning January, 1952 as a deflationary 


index for the Bank Debit Series. 


Philadelphia Business Index 


tinuity of the index. The original data 
series will be restored after revision. 

The following table presents the index 
for the years 1939 through 1952 and by 
month from January, 1953.8 


Index of General Business Conditions, 
City of Philadelphia, 1947=100 


1953 

Year Index Month Index 
1939 13 Jan. 116.5 
1940 17 Feb. 115.7 
1941 96 Mar. 119.5 
1942 99 Apr. 118.5 
1943 106 May 124.0 
1944 106 June 119.7 
1945 98 July 120.6 
1946 100 Aug. 119.5 
1947 100 Sept. 118.8 
1948 103 Oct. 118.0p 
1949 97 Nov 117.6e 
1950 108 
1951 111 
1952 111 

p=preliminary 

e=estimated 
8Kline, Robert T., “A Measurement of 

General Business Conditions in the City of 


Philadelphia.” Economics and Business 
Bulletin, School of Business and Public Ad- 
ministration, Temple University, Philadel- 
phia, Pa., September, 1950, pp. 33-40, 
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Taxation In Philadelphia 
By WILLIAM J. McKENNA* 


Real estate taxes are, and historically 
have been, the principal source of 
revenue for both the city and the school 
district of Philadelphia. With the intro- 
duction of the wage and profit tax in 
1939 the city secured a new and major 
source of tax revenue. The nonresident 
provision of this tax ordinance has been 
under almost constant attack since its 
adoption. It is defended on the premise 
that the nonresident receives many 
benefits which, in all justice, he should 
in part support. The rising costs of city 
government have made it necessary to 
tap new sources of revenue. The 1952 
mercantile tax is one recent example of 
this. Alternatives to finding new tax 
sources would be to increase city real 
estate and wage and profit taxes. 


New sources of revenue in recent years 
have also been granted to the school 
district of Philadelphia by the General 
Assembly of Pennsylvania. The school 
personal property tax and the school 
general business tax have, thus, avoided 
a still higher levy on real estate for school 
purposes. Philadelphia, like the rest of 
the nation, sees expenses and taxes go- 
ing upward and upward. The end is not 
yet in sight. 


by Philadelphia will be watched with 
equal interest and, in many cases, emu- 
lated. The purpose of this article is to 
survey the tax devices used in Phila- 
delphia, rather than to evaluate the sev- 
eral pros-and-cons of each. 


Taxation is, of course, never a 
pleasant medicine. Taxation, in the 
words of the Pennsylvania Supreme 
Court:1 


“ is a practical matter, fre- 
quently arbitrary and illogical, and 
. .. words used to describe taxes in 
one context are not always used in 
the same sense nor with the same 
meaning in another.” 


This statement aptly describes the tax 
structure of most states and their 
political subdivisions. Philadelphia is no 
exception. The impelling necessity to 
secure additional revenue has lead the 
Council to adopt tax ordinances which, 
in its opinion, would yield immediate 
and substantial revenues. 


The Philadelphia city and county tax 
system at the beginning of 19532 con- 
sisted of: (1) real estate tax, (2) wage 
and income taxes, (3) personal property 
tax, (4) amusement tax, (5) parking lot 
tax, (6) mutual insurance tax, (7) coin 
machines and bowling alley taxes, (8) 


Many cities in Pennsylvania and the 
United States are observing very closely 
the modes of taxation which Philadelphia 
has adopted to solve its perplexing finan- 
cial problems. The step which Philadelphia 
took in taxing the earnings of its resi- 
dents, and particularly the nonresident- 
earning group, has caused many cities to 
look with envious eyes upon this tax 
measure. The other tax measures taken 


*William J. McKenna is an Assistant Pro- 
fessor of Economics in the Temple Univer- 
—— of Business and Public Admini- 
stration. 


1Murray vs. Philadelphia, 364 Pennsylvania 
164 (1950). 


2The City Council in December, 1952 
(Ordinances R; 644) repealed the Documen- 
tary Stamp Tax which had been enacted in 
1937 (Ordinances R: 441). This ordinance im- 
posed a tax of five cents for each $100 or 
fraction thereof on the following written in- 
struments: deeds, any written obligation to 
pay money (except promissory notes and bank 
notes and certain notes issued to mutual 
insurance companies), nonnegotiable notes, 
and mortgages. The yield of the documentary 
stamp tax for selected years, 1938 to 1952 
was as follows: 


1939 $168,439.61 
1946 432,132.63 
1950 470,842.95 
1952 530,144.22 
Source: Philadelphia City Council, Journal 
of the City Council. Appendix, 1952; 


Finance, Financial Report for 1952. 
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TABLE 1 


Tax Rate per $100 of Real Estate 
Valuation for the City A Philadelphia, 


1912-195 
Tax Rate per 

Year $100 Valuation 
1920-1921 eeeeee eee . ee 2.15 
1922-1927 ..... 1.75 
1928-1929 ...... 1.95 
1984-1985 1.75 
1986-1953 ......... 1.70 
Source: Ordinances of City Council. 


mercantile tax, (9) mercantile license 
tax, (10) real estate transfer tax, and 
(11) miscellaneous taxes, licenses and 
fees. 


In addition to the city and county tax 
system, Philadelphia has the following 
taxes levied by the Philadelphia Board 
of Public Education to meet the operat- 
ing expenses of the Philadelphia school 
district: (1) real estate tax, (2) general 
business tax, and (3) personal property 
tax.8 These school] taxes are levied by 
the Board as a result of district legisla- 
tive authority of the General Assembly. 


CITY IMPOSED TAXES 
Real Estate 


Taxation of real estate has been the 
traditional source of local revenue in the 
United States. In Philadelphia, real 
estate is still the principal source of the 
municipal tax dollar. The tax rate for 
each $100 of valuation has remained at 


8In 1947 the Pennsylvania General Assembly 
enacted 1 lation (P. L. 745) empowering the 
Bo ucation of Philadelphia to raise 
revenue for increasing the salaries of Phila- 
delphia teachers by means of a mercantile 
license fee and tax. This tax was fixed at 
one mill for each $1.00 of the annual volume 
of gross retail business, and one-half mill 
on each $1.00 of the annual volume of gross 
by the General Assem n 
This tax. ylelded $2,776,058.82 in 1949, and 
$2,525,364.75 in 1948. 


$1.704 since 1936. This rate has, how- 
ever, varied from $1.00 per $100 valua- 
tion in 1912 to a high of $2.15 in 1920 
(See Table 1). 


Increased assessments based on rising 
property values and new additions to the 
tax base as a result of new construction 
have brought about an increase of real 
estate taxes from approximately 
$39,000,000 in 1939 to over $53,000,000 in 
1952 (See Table 2). 


Improvement in economic conditions 
and more effective collection procedures 
have contributed to the prompt payment 
of real estate revenues. In 1939, de- 
linquent real estate taxes collected were 
almost $6,000,000; but by 1952 the 
delinquent real estate taxes collected 
were only $2,653,000,5 considerably be- 
low the 1929 delinquency of over 
$5,200,000 (See Table 3) and far below 
the total delinquencies for the depression 
years.6 


Wage and Income Taxes 


In 1932, the General Assembly enacted 
what is popularly known as the Sterling 


4Recent pressures to increase the $1.70 tax 
rate have not been successful, and other 
sources of revenue have been created by the 
City Council. 


5The budget estimate for 1952 delinquent 
tax collection was $3,600,000. Thus, the actual 
1952 collection of delinquent taxes was $946,- 
705 below the budget estimate. 


6Delinquent real estate taxes in Philadel- 
phia were a serious problem during the de- 
pression years. Total collected delinquent 
real estate taxes for the depression years 


were: 
(000 omitted) (000 omitted) 

1930 ...... $ 7,436 1935 ...... $12,597 
1931 ..... 9,748 1936 ....... 11,072 
1932 ....... 11,449 1937 ...... 8,082 
1933 ...... 12,010 1938 ...... 6,413 
1934 ....... 14,776 

Source: Philadelphia City Controller, Annual 
Reports. 


Delinquent real estate taxes outstanding 
in these same years were a reflection of the 
intensity of the economic depression. The 
data are as follows: 


(000 omitted) (000 omitted) 
1930 ...... $13,450 1935 ...... $33,360 
1931 .... 17,321 1936 ..... 29,044 
1932 ..... 22,357 1937 ..... 24,684 
1933 ...... 27,914 1938 .... 21,822 


1934 ...... 38,643 
Source: Philadelphia Committee, Pennsylva- 


nia Economy League. The 1989 Budget. 
for the City of Philadelphia. 
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TABLE 2 


Revenue from City Real Estate Taxes 
for Philadelphia 1939-1952 


Total* Real Estate 


Year Total Revenue (non-school) 
$38,944,865 
39,116,006 
39,546,059 

44,402,5141 

46,674,585 
47,705,619 
51,285,110 

Source: Philadelphia City Controller, Annual 


Reports, Selected years. 


*Cents omitted, amounts rounded to nearest 
dollar value. 


lIncreased assessments adopted. 


Act.7 This Act made it possible for the 
City Council of Philadelphia to adopt an 
income tax. Under the Sterling Act, the 
Philadelphia City Council was not em- 
powered to tax any privilege, trans- 
action, subject or occupation, or personal 
property which was already subjected to 
a state tax or a state license fee. The 
purpose of this restriction was to pre- 
vent double taxation at the state and 
city level. 


It was not until November 26, 1938 
that the City Council of Philadelphia 
enacted an income tax ordinance.8 The 
tax was levied at a rate of 1% per 
centum on the wages of residents of 
Philadelphia, and nonresidents who 
earned their wages in Philadelphia. The 
city wage tax was adopted as an alter- 
native to sharply increased real estate 
taxes, and the imposition of new non- 
real estate taxes. 


The 1988 wage tax incorporated what 
was then regarded as a novel principle, 


ot ae 8g 45, Acts of 1932 (Special Session) ; 53 
sCity of Philadelp’ 


nd Ci 
Solicitors Opinions, 19. — 


TABLE 3 


Delinquent Real Estate Taxes (non- 
school) Collected, for Philadelphia 
1939-1952 


Amount of Delinquent 


ear Real Estate Taxes* 

4,363,814 

3,407,860 

Source: Philadelphia City Controller, Annual 


Reports, Selected years. 

*Rounded to nearest dollar. 

1The amount for 1929 was $5,272,401. 

2It has often been charged that the budget 
estimate of taxes to be received during the 
ensuing year from the pool of existing de- 
linquent real estate taxes is often used more 
as a budget-balancing item than as a col- 
lection figure expected to be reached. In 1952 
approximately $2.7 million was realized from 
delinquent real estate taxes, compared with a 
budgetary estimate of $3.6 million from that 
source. 


vis., the taxation of nonresidents if these 
nonresidents earned their wages in 
Philadelphia. This provision was bitterly 
opposed by the surrounding counties 
whose residents were subjected to this 
tax. It was regarded as “taxation with- 
out representation”, and a shift of Phila- 
delphia’s responsibility to tax its own 
residents and their property. 


This tax on nonresidents was, however, 
defended on the ground that the non- 
residents received direct benefits from 
the public services of Philadelphia. 
These nonresidents used the streets of 
Philadelphia, received benefits from its 
police and fire organizations, used rapid- 
transit facilities paid for by the City, and 
secured many collateral benefits from 
City expenditures. It was argued that 
the “twilight citizen” should, therefore, 
pay his share of city expenses. There 
is much validity in these arguments, and 


TAXATION IN PHILADELPHIA 21 


the nonresident, as well as the resident, 
has benefited from employment oppor- 
tunities which have resulted from mak- 
ing Philadelphia a modern industrial, 
commercial, trade, educational, and cul- 
tural center. ~~ 


A provision of the 1938 wage tax recog- 
nized the: principle that the lowest in- 
come group should be exempt from the 
wage tax.’ Each taxpayer was! given a 
credit of $15 for filling out his city wage 
tax return, and this $15 was to be de- 
ducted from his tax. This $15 allowance 
amounted to a full exemption from the 
city wage tax of all those with a taxable 
wage of $1000 or less. Under the Con- 
stitution of Pennsylvania, however, the 
courts have decided that any income tax 
must be uniform upon the same class of 
subjects within the territorial limits of 
the authority levying the tax.® 


9Commonwealth of Pennsylvania, Constitu- 
tion of 1878, Art. IX, Sec. 1, “All taxes shall 
be uniform upon the same class of subjects 
within the territorial limits of the authority 
levying the tax and shail be levied and col- 
lected under general laws.” 

In the Cope Estate Case (In Cope Estate, 
191 Pa 1, 22), the Pennsylvania Supreme 
Court in 1935 (Kelley vs. Kalodner, 320 Pa. 
180), in passing upon the validity of the 
graduated inheritance tax of July 12, 
(P.L. 970), ruled that to levy a tax at varyin: 
rates on a “pretended classification base 
solely on the difference in quantity of pre- 
cisely the same kind of Pepperty s unjust 
arbitrary, and illegal’. is law was held 
to violate Article IX, Section 1 of the Con- 
stitution of 1873. 

The Cope Estate decision did not directly 
involve the validity of a graduated income 
tax, but the tenor of its decision was con- 
strued by many competent legal authorities 
to be equally applicable to a graduated in- 
come tax. In 1913 and 1928 the voters of 
Pennsylvania rejected a constitutional amend- 
ment which would have sanctioned a gradu- 
ated income tax. 

In spite of the Cope Estate Case and the 
rejection of the graduated income tax by the 
voters in 1913 and 1928, the general assembly 
enacted a graduated personal income tax in 
1935. The tax rate was 2 percent on income 
up to $5,000 to 8 percent on amounts over 
$100,000. Exemptions were given on the basis 
of marital status and dependencies. In Kelly 
vs. Kalodner (320 Pa. 180), the court ruled 
this statute to be unconstitutional on the 
basis that a tax on income from ha rty is 
tantamount to a tax on property itself (bas- 
ing this point on Pollick vs. Farmers Loan and 
Trust Company, (157 vs. 429, 1894). The Kelly 
case has been accepted as the final ruling on 
this issue. It would be interesting to see 


whether the Pennsylvania Supreme Court: 


would rule a gues income tax law un- 
constitutional if enacted at the present time. 


Many ao precedents have been overruled 
since 1935. 


In Butcher vs. Philadelphia,1° the 
Supreme Court of Pennsylvania held that 
the 1938 city wage tax was legal, under 
the severability clausell, if all exemp- 
tions (including the $15 credit for filing 
a return) were stricken out. The ordin- 
ance would then read as though such 
exemptions and credits were not in- 
cluded. In view of the controversy over 
the 1938 wage tax ordinance, and the 
question of its validity, the City Council 
repealed the law on January 7, 193912, 


The Wage and Income Tax 
Since 1939 


On December 13, 1939 a new wage tax 
ordinance was enacted by the City 
Council!3, This ordinance was similar 
to that of 1938 with the exception that 
all the 1938 ordinance exemption pro- 
visions were deleted. Both residents and 
nonresidents who were employed in 
Philadelphia were subjected to the same 
1% percent levy on their salaries, wages, 
commissions, and other compensation 
earned after January 1, 1940. In addi- 
tion to the wage levy, the net profits 
earned after January 1, 1939 of busi- 
nesses, professions, or other activities 
conducted by residents and by nonresi- 
dents who conduct their businesses, 
professions or other activities in Phila- 


delphia were subject to the same 1% 
percent tax. 


Since 1940 the revenue from this wage 
and profit tax has become an increas- 
ingly important source of city receipts. 
In that year a total of $16,283,820 or 20.2 
percent of the total city revenues (in- 
cluding water and sewer rents) was 
accounted for by this tax. In 1952, the 
wage and net profits tax yielded 


10383 Pennsylvania State R 
(1987-1938). 4 


11City of Philadelphia, 
Ordinance, Section 12. 


12City of Philadelphia, Ordinances an 
Solleitor Opinions, 1939, pps. 1-2. 


13Ibid, p. 655-668. 


1988 Wage Tax 
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TABLE 4 
City of Philadelphia Income Tax Revenues, 1940-1953 


Income Tax Revenues 


Total Revenuesl Income Tax Revenues Tax Rates as Percent of Total 

Year (in millions) (Percent) Revenues 
Seer. $ 80.4 $ 16.3 1% 20.2 
84.2 18.4 1% 21.8 
AES 89.2 24.8 1% 27.8 
85.7 20.8 12 24.2 
| 86.7 22.3 25.7 
89.3 22.4 1 25.1 
97.6 25.2 1 25.8 
111.6 31.2 27.9 
115.7 80.7 1 26.6 
126.0 87.5 1%8 29.8 

146.8 45.6 1% 31.0 
ar 180.0 47.6 1% 26.3 
Source: City of Philadelphia, Reports of the City Controller, and Budget for 1958; see also 


Commonwealth of —— Tax Study Committee, The Tax Problem, May, 1953, 


Appendix XIII, p. 321 
l1Includes water and sewer rents. 


2Lowered by City Council in December 1942. 


8Lowered by City Council on December 9, 1949. 


4Estimated. 


$53,261,051 or 31.0 percent of all city 
revenues. This was the highest yield 


that has been accounted for by this tax | 


since its adoption (See Table 4). 


The tax on the profits of unincor- 
porated businesses and professions has 
contributed approximately 12.8 percent 
of the total wage and net profits tax in 
recent years (See Table 5).14 


Every session of the General Assembly 
of Pennsylvania, however, sees the 
Philadelphia wage and net profits tax 
bitterly attacked by the counties sur- 
rounding Philadelphia. These attacks 


14An amendent to the Wage and Profit Tax 
of 1939 was pagned by City Council on Decem- 
ber 9, 9. This amendment, among other 
things, levied a tax on other net income of 
residents and nonresidents derived in Phila- 
delphia. This tax on this “other net ry a 
was held invalid in Murray. Pigs” Ci iy A 
delphia, 864 Pa. 157; 71 80 (1950). 
S case defined net and net 
profits so as to exclude certain types of in- 
come gained by renters of safety deposit 


have become increasingly intensive in the 
last few years, and in the 1952 session 
of the General Assembly the House of 
Representatives passed a bill which 
would have exempted nonresidents of 
Philadelphia from the wage and net 
profits tax. This bill, however, never 
reached the Senate. The great current 
growth of population occurring in these 
surrounding counties will bring still 


boxes on the securities deposited therein. 
Income from government securities is also’ 
exempt from the application of this tax. 
Several other sources of income 


were also 
declared th the court to be free of the appli- 
cation of this of the la- 
delphia w: and n rofits tax. The Ster- 
ling y Ng be 1932 ei 45), which conferred 
upon the city of Philade phia the right to 


levy an income tax, does not R Philadel- 
phia the power to tax any privilege, trans- . 
action, subject or occupation, or personal 
property subject to a state tax or license fee. 


Pp was a of 
r vs. 

363 Pa. held that | 

income derived from securities and real estate - 


was not taxable under the wa: 
net profits tax ordinance, 


i 
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TABLE 5 


Income Tax Revenues from Wages and Unincorporated Firms 
for Philadelphia, 1948-1953 


Total Income Tax on Wages and Salaries Taxon Unincorporated Business 
Tax Revenue Amount Percent of Total and Professions 
Year (in millions) Amount Percent of Total 
(in Millions) 
1948 ...... $81.2 $27.3 87.5 3.9 12.5 
30.7 26.7 87.0 4.0 13.0 
37.5 33.1 88.3 44 11.7 
1951 ..... - 48.0 38.1 88.6 49 11.4 
Te 45.6 40.0 87.7 5.6 12.3 
19531 ..... 47.6 41.5 87.2 6.1 12.8 
Source: Ibid. 
1Estimated. 


more intensive attacks15 on this Phila- 
delphia tax of nonresidents1®, 


Personal Property Tax 


This tax is a traditional source of 
revenue in Philadelphia. Prior to the 
enactment of the wage and net profits 
tax, the personal property tax accounted 
for a much greater percentage of the 
total city revenue than it does today. 
In 1940, the first year of the city’s wage 
and net profits tax, the personal property 
tax yielded 4.1 percent of the total 
revenue. In 1951, the yield was only 1.9 
percent of the city’s total revenue, and 
in 1952 it was only 1.8 percent. 


The total revenue of the personal 
property tax has fluctuated widely from 
year to year. In 1929, it yielded approxi- 
mately $4.9 million, but in 1952 its yield 
was only $2.7 million (See Table 6). 


15The exemption of nonresidents would cost 
Philadelphia approximately $11,000,000 yearly 
tax revenue according to estimate of the 
Finance Department of Philadelphia. 


16Under Act 481 passed by the General As- 
sembly of Pennsylvania in 1947, local 
govenmental units were given the right to 
tax anything the State is not taxing. Under 
this authority a total of 286 local govern- 
mental units (Out of 5,065 local governmental 
units eligible under Act 4810) have levied an 
income tax. These local units as of 3 a 
1953 consist of: 11 cities; 73 boroug 
first class townships; and 200 school iy 
Were the Philadelphia wage tax confined to 
Philadelphia residents only, local govern- 
mental units in surrounding counties could 
more readily adopt a wage tax of their own. 
(Source: “The Pennsylvania Tax Question,” 
Tax Institute Conference Proceedings, May 
7-8, 1953, p. 19). 


The city personal property tax ordi- 
nance levies a tax of 4 mills on each 
$1.00 of valuation (40 cents per $100.00) 
on owners of mortgages, promissory 
notes or bonds; judgements; bonds (except 
those issued by the United States Gov- 
ernment, the State of Pennsylvania, or 
any civil government within the state); 
notes or any other form of certificate 
or evidence of indebtedness issued by 
any corporation; and shares of any 
stock (except National Banks). 


Total delinquencies in the personal 
property tax decreased in recent years. 
In 1952 delinquent personal property 
taxes accounted for approximately 
$42,000 compared with $50,000 in 1950, 
$68,000 in 1946, $134,000 in 1989 and 
$202,000 in 192917, 


Coin Machines and 
Bowling Alley Tax 


A small sum is raised yearly as a re- 
sult of a $25 tax on each bowling alley, 
nine-pin or ten-pin alley operating in 
Philadelphia. A similar tax is levied on 
each coin machine in operation in the 
city18, The 1952 collections from this 
tax were only $48,000 compared to 
$143,000 in 1950. 


17City of ee Controller, Annual 
Reports, selected y 

18Ordinance of ryt ‘levied a ” tax. 
1951 the tax was increased to $25 (City o 
a ma op. cit. p. 16, 18 (1945); p. 81 
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TABLE 6 


Personal Property Taxes, City of 
Philadelphia, Selected Years, 


1939-1952 

Percent of 

Personal Property Taxes Total City 

Year (Thousands of Dollars) Revenues 
$4,918 5.7 
3,239 2.9 
ee 2,967 2.5 
2,459 1.9 
2,720 1.8 

Source: Philadelphia City Controller, Annual 

Reports, selected years; Philadelphia 

Chamber of Commerce, Philadelphia 


Facts, selected years. 


Miscellaneous Taxes 


Small sums are raised yearly from 
such sources as the auctioneers tax of 
$500 and the sound recording tax. 
These two taxes yield less than $50,000 
yearly. Other license fees yield a small 
amount of yearly revenue. 


THE 1937 TAXES 


In 1937 the City Council enacted a 
series of new taxes designed to tap 
revenue sources which had previously 
been neglected. These taxes included: 
amusement tax, parking lot tax, highway 
privilege tax19, insurance premium tax, 
and documentary stamp tax. 


Amusement Tax2° 


Originally the amusement tax was to 
be effective for five years from July 23, 
1937. The rate in the 1937 ordinance 
was one cent for each twenty-five cent, 
or fraction thereof, admission, but was 
not applicable “to any admission fee or 
privilege to attend or engage, with 


19This tax was enacted July 14, 1937 (Ordi- 
nances, 1937, p. 386-387) and was repealed on 
September 1, 1938 (Ordinances, 1938, 405). 
It Mielded approximately $32, 599 in 1938. This 
act levied a square footage or a flat tax 

upon: advertising signs, canopies, stands, 
sidewalk displays, showcases, underground 
tunnels, cool holes, areaways, sidewalk ele- 
vators, and fuel oil intakes which used pub: 
lic highway property. 

20City of Philadelphia, Ordinances and City 
Solicitors Opinions, 1938 p. 334. 


TABLE 7 


Total Amusement Tax Collections in 
Philadelphia, 1945-1952 


Amusement Tax 


Year Collections 
4,447,700 
3,090,415 
Source: Philadelphia City Controller, Annual 


Reports, selected years. 
10ld rate of one-cent for twenty five cent 
admission or fraction thereof. 
2New rate of one-cent per ten cent ad- 
mission or fraction thereof. 


respect to any child under the age of 
fourteen years.” 


On July 12, 194221 the city amusement 
tax was renewed without a specified time 
limit and at the same rate. This 
ordinance was further amended in 
194522 by requiring each place of amuse- 
ment to pay a $10 yearly permit, or $1 
for a temporary one-day permit. The 
present tax rate of one cent for each 
ten cent, or fraction thereof, admission 
was made effective on May 23, 1946.23 
An ordinance of November 7, 1952,24 
exempts a variety of nonprofit organiza- 
tions from the amusement tax. 


In spite of the higher tax on amuse- 
ment admissions under the increased 
1946 rate, the yield from this tax has 
decreased as a result of the general de- 
cline of the motion picture industry since 
the war. The yield of $2,997,546 in 1952, 
however, is still considerably in excess 
of the 1945 collection of $1,856,581. The 
1952 yield was far below the budgetary 
estimate of $3,500,000 (See Table 7). 
The 1953 yield from amusement taxes 
at the end of October was below 
the budgetary estimate. 


21Ibid, (1942) p. 176. 
22Kbid, (1945) p. 22. 

23Ibid, (1946) p. 371. 
24Ibid, (1952) p. 500. 
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Parking Lot Tax25 


This tax ordinance levies a 10 percent 
tax on the annual gross receipts of city 
parking lots. The yield from this tax 
has increased greatly since the end of 
the war26, In 1946 only $109,743 was 
collected from this source compared with 
$273,203 in 1950, $301,875 in 1951, and 
$322,052 in 1952. The 1952 yield was, 
however, far below the budgetary esti- 
mate of $500,000. 


Insurance Premium Tax27 


The mutual life and fire insurance 
companies with their principal offices 
located in Philadelphia are required by 
this ordinance to pay a two percent tax 
on all premiums. These mutual insur- 
ance companies do not have any capital 
stock, and the object of this city tax is 
to secure revenue from these companies 
which have no capital stock tax. In 1939 
‘this tax yielded $175,591 and in 1950, 
approximately $139,000; but in 1952, the 
local yield was an insignificant $4,751, 
despite a budgetary estimate of $150,000. 


Documentary Stamp Tax 


This 193728 tax was repealed by a city 
ordinance of December 31, 195229, The 
1937 ordinance had levied a tax of five 
cents on each $100, or fraction thereof, 
on deeds, written promises to pay money, 
mortgages, and similar documents. This 
tax yielded approximately $168,000 in 
1939, $432,000 in 1946, and $530,000 in 
195230, 


25Ibid, (1937) p. 391. 
26In 1939 this tax yielded only $7,614.09. 


27City of Philadelphia, op. cit. (1937) p. 419. 
Fraternal or purely mutual beneficial asso- 
ciations and limited mutual life insurance 
companies whose funds for the benefit of 
members, their families, or heirs are made 
up entirely of the weekly or monthly contri- 
butions of their members are exempt. 


28Ibid, (1937) p. 441. 
291bid, (1952) p. 644. 


30Budgetary estimate of yield was $1 
million. 


TABLE 8 


Rate per $100 of Real Estate Evaluation 
for School Purposes in Philadelphia, 


1912-1952 

Rate per $100 
Year Evaluation 
1.175 
Source: The Evening Bulletin Almanac, 


1953 p. 105 (Ordinances of City Council). 


1952 IMPOSED TAXES 


In 1952, Philadelphia sought new 
sources of revenue by enacting a real 
estate transfer tax, a mercantile license 
tax, and a mercantile business tax. 
These taxes were adopted as alternates 
to an increased city wage and profit tax, 
an increase in the $1.70 city real estate 
levy, or a sales tax31, 


Real Estate Transfer Tax 


This ordinance imposes a one percent 
tax on the proceeds of all real estate 
transfers. This tax is in addition to the 
one percent real estate transfer tax im- 
posed by the state which was adopted 
in 195132, Many other political sub- 
divisions of the state have also adopted 
the realty transfer one percent tax. As 
of April 1, 1951, a total of 221 political 


31The 8 percent sales tax of 1938 yielded 
approximately $6,800,000. This tax was pa 
over the Mayor’s veto. The tax ended De- 
cember 31, 1938. 


82This realty transfer tax is estimated by 
the Pennsylvania Budget Bureau to yield $29 
million in the 1951-1953 biennium. 


| 
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TABLE 9 


Receipts from the Philadelphia Real 
Estate School Tax 1939-19521 


School Real Estate 

Year Tax Receipts 
27,278,117 
27,610,329 
35,957,8093 
38,652,874 
Source: Philadelphia Board of Education. 


Reports of the Controller of the Phila- 
delphia Public Schools and Reports of the 
Secretary and Business Manager. 


1Delinquencies collected not included. 


$1 100. increased from $1.025 to $1.175 per 


Tax a! increased from $1.175 per $100 
$1.275. 


4Tax rate increased to $1.325 per $100. 


subdivisions of the state had adopted the 
realty transfer tax33, 


Mercantile Tax 


The December 9, 1952 mercantile 
license tax ordinance was adopted des- 
pite the opposition of mercantile agencies 
within the city. This ordinance has two 
tax provisions: (1) A $3 annual license 
fee upon “every person desiring to en- 
gage in or to continue in business.” This 
$3 tax is to be paid “for each place of 
business” located within Philadelphia. 
(2) A three mills tax on each $1 “of the 
volume of annual gross volume of busi- 
ness transacted.” This tax is applicable 
to wholesale dealers and vendors, dealers 
or vendors who sell both at wholesale 


33A total of 166 of these 221 political sub- 
divisions were school districts. It is the 
usual practice for the seller and buyer of 
the real estate to split the tax between them- 
selves—for example the seller may pay local 
tax, and the buyer the state tax. (See Com- 
monwealth of Pa., Tax Study Committee op. 
cit. p. 100). 


and retail, manufacturers, manufacturers 
who also sell at retail, and “all other 
persons engaged in business.’”34 


An alternative’5 to the payment of the 
three mills tax is offered thus: 


(a) Wholesale dealer or wholesale 
vendor: three percent of the 
“annual gross volume of business 
transacted.” 


(b) Dealer or vendor selling both at 
wholesale and retail: (1) a 3 per- 
cent tax of the “annual gross 
volume of wholesale business 
transacted” and (2) a three mills 
tax on each dollar of the “annual 
gross volume of retail business 
transacted.” 


(c) Manufacturers: A two percent tax 
on the “annual gross volume of 


business transacted.” 


(d 


Manufacturer who also sells at 
retail: (1) A two percent tax on 
the “annual volume of gross 
wholesale business transacted,” 
and (2) a three mills tax on each 
dollar of the “annual volume of 
gross retail business transacted.” 


It was originally expected, according 
to budgetary estimates, that the mercan- 
tile license taxes would account for 
approximately $17,400,000 in 1953, but a 
series of court reversals8® reduced the 
yield to approximately $12,578,000 
through September 3037. 


84See: City of Philadelphia Department of 
Collectors, Mercantile License Tax Ordinance 
_ regulations), City Hall Annex, Phila- 
elphia. 


85See: City of Philadelphia, Mercantil 
License Tax Ordinance Section 3 (2) (2), (b) 
(2), (ec) (2) and (d) (2). 


36The Pennsylvania Supreme Court on 
June 28, 1953 upheld the Philadelphia three- 
mill mercantile tax. n July 9, 1958 it re- 
jected a_ petition filed on behalf of the 
National Biscuit Company, one of the com- 
panies which had originally contested the 
tax. Justices John C, Bell, and Michael A. 
Musmanno dissented in the original ruling of 
the Pennsylvania Supreme Court. 


87Report of City Finance Director Lennox 

Moak, as published in Philadelphia's The 
nih Bulletin, October 29, 1953 p. 16, Col- 
umn 3, 


j 
| 
| 
| 


TAXATION IN PHILADELPHIA 


27 


TABLE 10 


Receipts of the Philadelphia School 
Personal Property Tax, and the 
School Business Tax, 1948-1952 


School Personal School Busi- 
Year Property Tax ness Tax 
1860 2,408,551 $5,646,735 
2,545,653 6,420,972 
2,647,315 6,914,631 
Source: Philadelphia Board of Education, 


Reports of the Controller of the Phila- 
delphia Public Schools, and Annual Re- 
port of the Secretary and Business 
Manager. 


PHILADELPHIA SCHOOL TAXES 


Taxes levied by the school district of 
Philadelphia are: (1) real estate, (2) 
personal property, (3) business tax. 


School Real Estate Tax 


Real estate taxes have long been the 
chief source’8 of school taxes in Phila- 
delphia. The school tax rate per $100 
of evaluation is levied in addition to the 
city real estate tax on the same evalua- 
tion. This rate has varied from 50 cents 
per $100 of evaluation in 1912 to $1.32539 
per $100 evaluation in 1953 (See Table 
8). 


Since 1939, the receipts from the real 
estate school levy have nearly doubled. 
In 1939 these receipts, less delinquent 
payments, were approximately $23,283,- 
585; and in 1952 they were approximately 
$41,304,632. This sum represented a 


88In 1942, real estate taxes, including de- 
linquencies, accounted for 91.19 percent of 
the school receipts; and in 1952, real estate 
was only 65.25 percent of the Philadelphia 
school receipts (See: School District of Phila- 
delphia, Annual Report of the Secretary and 
Business Manager, 1952, p. 4). 


39The authority for the Board of Education 
of Philadelphia to increase the school real 
estate tax is based upon a specific statute of 
the General Assembly of Pennsylvania which 
authorizes the increase. See P. L. 1661 of 
General Assembly Session of 1949 which 
authorized an increase of the school tax 
rate by the Philadelphia Board of Education 
from $1.175 per $100 valuation to $1.275. 


steady year-by-year rise during the 
1939-1952 period (See Table 9). 


School Personal Property Tax 


In 1947,49 the General Assembly auth- 
orized the Philadelphia Board of Educa- 
tion to levy a personal property tax of 
not less than one mill nor more than 
four mills. The Board of Education 
fixed this tax at the maximum rate of 
four mills. Receipts from this tax have 
amounted to an average of over $2.5 
million since its inception in 1948. In 
1952 the yield from the personal prop- 
erty tax was approximately $2,647,315 
(See Table 10). 


School Tax on Business 


The repeal of the 1947 school mercan- 
tile tax by the 1949 session of the Penn- 
sylvania General Assembly resulted in 
the business tax being enacted as a more 
or less substitute tax measure. This act 
of the General Assembly authorized the 
School Board of Philadelphia to levy a 
tax of one mill on the gross receipts of 
businesses of all kinds (except financial 
institutions on which a tax of one mill 
is based on gross income). This business 
tax is a tax on the privilege of doing 
business in Philadelphia. It applies to 
all merchants, distributors, manufac- 
turers, hotels, places of amusement, 
brokerage houses of all types, and stores 
of all kinds. 


Nonprofit businesses and organizations 
for religious, charitable or educational 
purposes are not subject to this general 
business tax. The 1952 yield of this tax 
was $6,914,631, well above the $5,646,735 


40The 1947 legislature also authorized the 
School Board of Philadelphia to levy a mer- 
cantile tax in order to raise revenue to pay 
for increased teacher salaries. The mercan- 
tile tax was one mill on each $1.00 of annual 
gross retail business and one-half mill on 
the annual gross wholesale business. This 
tax was in effect in 1948 and 1949. It was re- 
pealed by the 1949 session of the General 
Assembly, Yield from this mercantile tax 
was approximately $2,525,364 in 1948, and 
$2,776,058 in 1949. 
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yielded by it in 1950, the first year of 
its operation (See Table 10).4! 


SUMMARY 


Philadelphia’s dual system of taxation, 
the city and the school district, results 
in an overlapping in real estate taxes 
and personal property taxes. The enact- 
ment of the wage and profits tax has 
given the city an important new source 
of revenue since 1940, thus permitting 
a stationary tax rate of $1.70 per $100 
of evaluation on real estate. The school 
real estate tax has, however, increased 
from $1.025 in 1939 to $1.325 in 1952 be- 
cause of the rapidly increasing school 
expenditures. A recent authorization by 
the Pennsylvania Legislature has per- 
mitted the School Board of Philadelphia 
to secure new sources of revenue by 
levying a business tax. This will tend 
to relieve pressures for a further rise 
in the school real estate tax. 


41In 1952 the school real estate tax, the 
school personal property tax, and the school 


business tax yielded 79.7 percent of Phila- 
delphia School receipts. The 1952 state appro- 
priation of $12,881,318 totaled 19.5 percent of 
all Philadelphia School receipts, compared to 
$2,679,157 or 8.9 percent in 1942. 


The 1952 mercantile license and re- 
ceipts tax promises to be a major new 
source of revenue. It may prevent a 
further rise in the wage and profits tax 
from the present 1% percent rate. 


The yield from the series of miscellan- 
eous taxes has never been very large, 
and in recent years the total yield has 
decreased. The documentary stamp tax 
of 1937 was repealed in 195242. 


The future of city and school taxes is 
uncertain. If present cost trends in city 
and school expenditure programs con- 
tinue, there may well be the necessity 
for levying still higher taxes upon old 
sources of revenue, and, perhaps, new 
taxes upon some sources as yet untaxed. 


42The city receives other nontax revenues 
from water rents ($8.7 million, including de- 
linquencies in 1952) and sewer rents ($6.7 mil- 
lion, including delinquencies in 1952), and other 
miscellaneous revenue is secured from 
payments, interest on loans and 
securities, magistrate fines, liquor license 
receipts, Philadelphia Gas Works payments, 
overhead wires, sound reproduction, and auc- 
tioneers taxes; and licenses and permits for 
street use, business and nonbusiness licenses. 
Total general fund and sewer rents of 
the city were $146.7 million in 1952. Receipts 
of the School district of Philadelphia from 
all sources in 1952 totaled $13.9 million. 
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